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File Ref. No. 1400 
Auditing Standards Board 
Approved Highlights 
July 24-25, 2001
AUDITING STANDARDS BOARD 
 
Meeting: Auditing Standards Board (ASB) 
 
Date:  July 24-25, 2001 
 
Location: AICPA  
  New York, NY 
     
Meeting  
Attendance: James S. Gerson, Chair 
  Ray Whittington, Vice Chair   
  Linda Cheatham 
Craig Crawford 
  Richard Dieter 
Sally L. Hoffman 
  Michael P. Manspeaker   
Scott McDonald 
Susan Menelaides 
Keith O. Newton 
Alan G. Paulus 
  Robert C. Steiner 
  Bruce P. Webb 
  Chip Williams  
 
  Absent 
   
  Robert Dacey 
       
  Other Participants 
 
  Chuck Landes, Director, Audit and Attest Standards 
  Susan Jones, Senior Technical Manager, Audit and Attest Standards 
  Gretchen Fischbach, Technical Manager, Audit and Attest Standards 
  Judith Sherinsky, Technical Manager, Audit and Attest Standards 
   
  Observers 
  Philip Ashton, PriceWaterhouseCoopers LLP 
  Joseph Bentz, Grant Thornton LLP 
  Charles Bowsher, Chair, Public Oversight Board 
  John Brolly, PriceWaterhouseCoopers LLP 
  Sam Burke, Securities and Exchange Commission 
  Jennifer Burns, Deloite & Touche LLP 
  Bob Dohrer, McGladrey & Pullen LLP 
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  John Fogarty, Deloitte & Touche LLP 
  John Frech, Arthur Andersen LLP 
  George Fritz, Public Oversight Board 
  Patricia Geurds, Deloitte & Touche LLP 
  Rosalynd Kessler, AICPA Information Technology   
Don Kirk, Public Oversight Board   
Aram Kostoglian, KPMG LLP 
Dave Landsittel, Arthur Andersen LLP 
Maria Manassas, Arthur Andersen LLP 
Rich Miller, AICPA, General Counsel and Secretary 
Randy Noonan, KPMG LLP 
Laura Phillips, Ernst & Young LLP 
Esmeralda Rodriguez, Securities and Exchange Commission 
Tania Sergott, IAPC Staff 
Mary Anne White, Securities and Exchange Commission 
 
      
I. CHAIR’S AND VICE CHAIR’S REPORT  
 
J. Gerson, provided an update on the Audit Issues Task Force (AITF) conference call on July 25, 
2001. 
 
II. AGENDA ITEMS PRESENTED AT MEETING 
SAS 71 
 
The SAS No. 71 Task Force (task force) is revising SAS No. 71, Interim Financial Information, 
in response to certain recommendations from the AICPA’s Practice Issues Task Force (PITF) 
and the Public Oversight Board’s Panel on Audit Effectiveness. Richard Dieter, chair of the task 
force, led the ASB in a discussion of the issues and the ASB tentatively concluded that—  
 
• The procedures for a SAS No. 71 review should continue to consist of inquiries and 
analytical procedures, and the level of assurance provided by the accountant   should 
remain the same.  
 
• To address risk, the inquiry and analytical procedures the accountant performs should be 
tailored to the circumstances, for example, the accountant might perform additional 
inquiries and analytical procedures to address problems  noted in the most recent audited 
financial statements or auditor’s report.  
 
• Substantially all of the procedures recommended by the PITF in Practice Alert 2000-4, 
“Quarterly Review Procedures for Public Companies,” will be incorporated in SAS No. 
71 as possible procedures to be performed in an interim review. 
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• The document should contain an introductory section that explains an interim review 
engagement in the context of SEC requirements, the  recent SEC requirement for 
mandatory interim reviews of public companies, and the implications for annual audits. 
 
• There is a question as to whether interim reviews should be viewed as part of the annual 
audit or as separate engagements. For example, generally accepted accounting principles 
(GAAP) require  management to document its intent with respect to hedging activities 
when entering into such transactions. It was noted that at interim periods, auditors 
frequently make inquiries regarding such documentation for the purposes of the interim 
review and perform additional procedures related to documentation to gather evidence for 
the annual audit. 
 
• With respect to materiality in an interim review, the accountant should be required to 
aggregate misstatements and communicate certain matters to management. The criteria 
for determining the matters to be communicated would need to be developed.  Such 
communication is  important because the accountant is  not required  to issue a report in 
an interim review engagement, which ordinarily would  communicate GAAP departures 
or other matters to readers. 
 
• The accountant's responsibility, if any, for considering the going-concern status of an 
entity in an interim review engagement should be clarified. The ASB generally agreed  
that  information related to going-concern matters should be disclosed by management in 
either the financial statements, the 10Q or, perhaps, Management’s Discussion and 
Analysis. In addition, as previously noted, there might be a procedural requirement in an 
interim review that the accountant  follow up on certain matters noted in the most recent 
audited financial statements, such as disclosures concerning conditions and events that 
caused the auditor to believe there might be substantial doubt about the entity’s ability to 
continue as a going concern and the mitigating factors that allayed that concern. 
 
Risk Assessment 
John A. Fogarty, Chair, Risk Assessments Task Force (task force), led a discussion about a draft 
proposed Audit Process document and a proposed revision to AU section 319, Consideration of 
Internal Control in a Financial Statement Audit. 
Proposed Audit Process Standard 
 
ASB members discussed the proposed revision to the 2nd standard of field work to expand the 
required understanding from internal control to “the entity and its environment, including its 
internal control.” In addition, one of the purposes for obtaining the understanding has been 
changed from “planning the audit” to “assessing the risk of material misstatement of the financial 
statements.” Mr. Fogarty noted that references to “planning” are common throughout the 
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auditing literature, and the planning concept that is in the 1st standard of field work may not be 
sufficient to cover all the ways the term is used. ASB members recommended that the new 
Planning and Supervision standard that is being developed should define “planning” to include 
assessing the risk of material misstatement, as well as determining the nature, timing and extent 
of auditing procedures to be performed. 
 
Mr. Fogarty stated that one of the major differences between the audit process standard being 
developed by the IAPC and the proposed U.S. standard is what triggers the proposed requirement 
that in some circumstances the auditor must evaluate the entity’s responses to a risk. The IAPC 
approach is that it is the significance of the risk. The U.S. approach is that it the auditor may 
determine that the entity’s response must be evaluated to obtain a sufficient understanding of the 
risk to plan appropriate auditing procedures. ASB members concurred with the latter approach 
and discussed proposed factors that the auditor should consider in making the determination 
about whether or not the entity’s response to a risk should be evaluated.  
 
ASB members agreed that the draft guidance should be expanded on types of entity responses to 
risk that are other than internal control, but for the purposes of evaluating such responses and 
obtaining evidence that they have been implemented, such responses should be treated as internal 
control.  ASB members also agreed that the draft should develop guidance on the entity’s risk 
assessment process, beyond its context as a control component, as part of the auditor’s 
understanding of the entity and its environment. If the auditor concludes that the entity’s risk 
assessment process is deficient in identifying or responding to risks, then it would be a reportable 
condition.  
 
The task force is proposing a closer linkage between obtaining an understanding of the entity and 
its environment and assessing risk at the assertion level. Mr. Fogarty stated that the IAPC 
document is much more aggressive in moving to a combined risk assessment. The U.S. 
document states that the risk of material misstatement is the combination of inherent and control 
risks, and that auditors may perform combined assessments, but the concepts of inherent and 
control risk are viewed as distinct and there are differences in the way the risk assessments are 
performed. The ASB concluded that this approach is appropriate and suggested moving 
definitions of inherent, control, and detection risk forward to the audit risk discussion in the 
“underlying concepts” section of the document. 
 
The ASB recommended that the discussion about business risks to financial reporting objectives 
be merged with the discussion about risks to operating and compliance objectives. In addition, 
the ASB directed the task force to consider the placement and extent of guidance on multiple 
location or multiple component audits.  
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Proposed Internal Control Standard 
 
Mr. Fogarty led a discussion about proposed revisions to AU section 319. ASB members agreed 
that obtaining an understanding of internal control should be positioned as the basis for assessing 
control risk.  The ASB recommended that the document should develop guidance for or clarify 
the following: 
 
 Control risk is assessed along a continuum  
 The understanding of internal control should be sufficient to support the risk assessment 
 The auditor’s understanding typically starts with controls that are more pervasive or 
entity-level and later is related to assertions 
 Systems and processes frequently relate to multiple accounts and assertions, and 
assessing control risk at the assertion level usually is not a one-to-one matching exercise 
of an assertion with a control 
 Auditors generally should understand controls over reconciliations from detail records to 
the general ledger  
  
Linkage 
Bruce P. Webb led the ASB’s discussion of the outlines for two proposed statements on auditing 
standards: one statement will supersede the current SAS No. 31, Evidential Matter and the other 
statement will include guidance on developing and performing tests of assertions.  
 
Among other things, B. Webb discussed and obtained the ASB’s input regarding the assertions 
and auditing procedures that the joint task force has identified and defined. The new assertions 
will replace the assertions currently in SAS No. 31; the auditing procedures will be included in 
the new evidence standard. B. Webb also discussed and obtained the ASB’s input on certain 
terminology differences between the SASs and the International Standards on Auditing. 
 
B. Webb informed the ASB that the U.S. members of the joint task force expect to have draft 
standards for discussion at the ASB’s September meeting. 
 
 
